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1.1 The examination has 2 sections. 
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Section A must be answered on the Multiple Choice Answer Sheet provided in this examination paper 
and must be handed in with your answer booklet. 
Section B is to be answered in the Answer Booklet provided. Please show your calculations clearly.  
Please ensure that your name and student number are clearly indicated on your Answer Sheet and at 




You may begin writing from the commencement of the examination session.  The reading time 
indicated above is provided as a guide only. 
This is a RESTRICTED OPEN BOOK examination 
Any non-programmable calculator is permitted 
No handwritten notes are permitted 
Hard copy, unannotated English translation dictionary only 
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Section B 
Short Answer Questions 
Total No of Marks for this section: 50 
This section should be answered in the Answer Booklet provided. Please show your calculations 
clearly.  
The marks for each question are indicated. 
 
Q. 1 (Marks: 20) 
 
Modern Designs Ltd.  is considering opening up a new store in Perth. The store will have a life of 25 
years. It will generate annual sales of 4,700 machines, and the price of each machine is $3,500. The 
annual sales of spare parts will be $655,000 and the operating expenses of the store, including labour & 
rent, will amount to 35% of the revenues from machines. The initial investment in the store will equal $20 
million & will be fully depreciated on a straight line basis over the 20-year life of the store. The residual 
value of the store at the end of 25 years will be $2 million. The company will need to invest $2.5 million in 
additional working capital immediately, and recover it at the end of the investment. The company’s tax 
rate is 30%. The opportunity cost of opening up the store is 9%.  
 
Would you recommend Modern Designs Ltd. to open this new store in Perth? Why or why not? 
 
Please substantiate your answer with calculations clearly.  
 




Q.2 (Marks: 5) 
 
Describe what exactly is meant when someone is describing the value of the company versus the value 
of the equity of the company.  





Q. 3 (Marks: 10) 
Assume that capital markets are perfect. A firm finances its operations with $50 million in stock, with a 
required return of 15 percent, and $40 million in bonds with a required return of 9 percent. Assume the 




a. Using the proceeds to retire $10 million worth of equity, what would happen to the firm’s WACC? 
 Why?         
        (Marks: 4) 
 
b. What would happen to the required return on the company’s stock? Why? 
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Q4. (Marks: 15) 
Mason Manufacturing is contemplating offering a new $60 million bond issue to replace an outstanding 
$60 million bond issue. The firm wishes to do this to take advantage of the decline in interest rates that 
has occurred since the initial bond issuance. The old and new bonds are described below. The firm is in 
the 30 per cent tax bracket. 
 
 Old bonds. The outstanding bonds have a $1,000 par value and a 7.5 per cent coupon interest rate. 
They were issued three years ago with a 15-year maturity. They were initially sold for their par value of 
$1,000, and the firm incurred $345,000 in floatation costs. They are callable at $1,070. 
New bonds. The new bonds would have a $1,000 par value, a 6 per cent coupon interest rate, and a 12-
year maturity. They could be sold at their par value. The floatation cost of the new bonds would be 
$360,000. The firm expects to have two months of overlapping interest. 
 
Required: 
a. Calculate the initial investment that is required to call the old bonds & issue the new bonds.
           
                  (Marks: 4) 
b. Calculate the annual cashflow savings, if any, expected form the proposed bond refunding 
decision.         
           
                  (Marks: 6) 
c. Would you recommend the proposed refunding? Why? Show your calculations clearly to explain 
your answer. 
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Formula Sheet 
 
1. FV = PV (1 + r) n  
 
FV = PV (1+ r x n) 
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1  where   r > g 
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 1  
13. FV (continuous compounding)= PV  nre    
14. EAR = (1 + 
m
r
 ) m  - 1 












































































18.       21
2
111 rErr   
 
19.     realnom rir  111  
 
20. g = rr   ROE 
 
21. PDFS VVVV   
 
22. Total dollar return = income + capital gain or loss 
 
23. Total % return = total dollar return   initial investment 
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  Variance =  22 RRP ii   
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   
THIS EXAMINATION PAPER AND SUPPLIED MATERIALS ARE NOT PERMITTED TO BE REMOVED FROM 
ANY EXAMINATION VENUE IN ANY CIRCUMSTANCE. THIS EXAMINATION IS PRINTED DOUBLE-SIDED. 
 
Semester 1, 2017 FINAL EXAMINATION 
 FIN510 – Aspects of Corporate Finance 
Page 8 of 9 






























35. )(........)()()( 2211 nnp RwRwRwRE   
  1........21  nwww  
 
36. ))(()( fmifi RRERRE    
 









   





































































































THIS EXAMINATION PAPER AND SUPPLIED MATERIALS ARE NOT PERMITTED TO BE REMOVED FROM 
ANY EXAMINATION VENUE IN ANY CIRCUMSTANCE. THIS EXAMINATION IS PRINTED DOUBLE-SIDED. 
 
Semester 1, 2017 FINAL EXAMINATION 
 FIN510 – Aspects of Corporate Finance 
Page 9 of 9 








46. DTVdsPVtaxshielVV CUUL   



















48. tt EPSD   
49.  ax







     50.       BEP = inonmContributi
tsfixed
arg
cos
 
 
